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EXPLANATION OF CERTAIN PERSONAL AND
NON-BUSINESS DEDUCTIONS UNDER
INTERNAL REVENUE CODE OF 1954
CHARLES A. ZARINI, C.P.A., Colorado

In preparing this paper, I should mention that wherever
possible, I have tried for purposes of clarity to translate the technical language of the 1954 code into what I might term explanatory language. I have found this translation chore rather difficult
for the reason that the only sources of material, besides the technical language of the new code provisions themselves, were reports
of the congressional committees which indicated the intent of the
lawmakers. The ordinarily reliable source of regulations is not yet
available, and it will take some time to get court decisions deciding
the issues which will arise under the new provisions. The other
primary source of information was New Revenue Code of '54
Explained, from which I have used a number of examples. These
examples, I found, are primarily those contained in the House and
Senate committee reports except for some re-editing which appeared to me to improve the presentation. Finally, I should state
that, as much as possible, my paper is confined to only the new or
amended provisions of certain sections of the 1954 code dealing
with personal and non-business deductions.
62
Section 62 of the Revenue Code of 1954, entitled "Adjusted
Gross Income Defined," corresponds to Section 22(n) of the 1939
code. As you recall, the term "adjusted gross income" means, in
the case of an individual, gross income minus certain specific deductions. The new Section 62 provides for substantially the same
deductions as the old law, except that two new deductions for
employees have been added in paragraph (2), namely, subparagraph (c) dealing with transportation expenses of employees and
subparagraph (d) dealing with expenses of outside salesmen. I
will confine my discussion to these two new provisions.
Transportation expenses which are "ordinary and necessary
expenses paid or incurred during the taxable year in carrying on
any trade or business" and are not "personal, living or family
expenses" are allowed as a deduction from gross income in arriving
at adjusted gross income. The term "transportation" as used here
is a narrower concept than "travel" under prior law and does not
include meals and lodging, but includes only the cost of transporting the employee from one place to another in connection with his
employment when he is not away from home in travel status. As
in the old law, if the employee is away from home in travel status,
his expenses would be deductible from gross income under subparagraph (b) of this section. Thus, the transportation expenses
incurred by employees in connection with their employment now
constitute deductions from gross income and not only include
ADJUSTED GROSS INCOME DEFINED--SECTION
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transportation purchased, such as taxi fares and automobile rental,
but also the cost of operating personally-owned automobiles, including gasoline, oil, repairs and depreciation. It should be again
noted that such expenses are allowable deductions only when incurred in connection with employment. Accordingly, these expenses
must be equitably prorated if a portion thereof includes "personal,
living or family expenses." In this connection, it should be pointed
out that the Senate Finance Committee report states that transportation expenses under Section 62 do not include the expense
of commuting to and from work.
Subparagraph (d) of this section also added a new deduction
from gross income for outside salesmen. The Senate Finance Committee report defines an "outside salesman" as a full-time salesman
who solicits business away from his employer's place of business.
It does not include a salesman, a principal part of whose activities
consist of service and delivery. Thus, a bread driver-salesman or
a milk driver-salesman would not be included in the definition. Also
not within the definition are salesmen whose principal activities
consist of selling at the employer's place of business but who incidentally make outside calls. However, these salesmen would be
eligible for a deduction of transportation expenses previously discussed. Outside salesmen who have incidental activities at the
employer's place of business, such as writing and transmitting
orders or making and receiving telephone calls, will still be eligible
for the deduction to "outside salesman." Under the old law, an
"outside salesman" who was an employee could, like any other
employee, deduct expenses connected with his employment in computing adjusted gross income only if the expenses were reimbursed
or if they were "travel expenses." Under the new code, full-time
outside salesmen who solicit business away from their employer's
place of business are allowed to deduct from gross income the
actual ordinary and necessary expenses of soliciting such business,
whether or not the expenses are reimbursed. Such expenses as the
cost of telephone and telegraph, secretarial help, entertainment,
meals, split commissions, etc., can therefore be deducted.
Of course, as under the old law, taxpayers determining their
adjusted gross income by deducting these new allowable transportation and outside salesmen expenses from gross income may, if
they so elect, take the standard deduction in addition.
These changes are effective with respect to taxable years beginning after December 31, 1953.
214
An entirely new deduction has been created by Section 214
providing for an extremely limited allowance to working mothers
or widowers who, in order that they may earn a living, must pay
others to care for their children. "Widower" is defined as a divorced man or one who is separated from his wife under a decree
of separate maintenance at the close of the taxable year, as well as
a man whose spouse has died and who has not remarried. In genEXPENSES FOR CARE OF CERTAIN DEPENDENTS-SECTION
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eral, the complex provisions, including the limitations, are as
follows:
(1) The maximum deduction is $600 per year, regardless of how many children the taxpayer has and how
much more than $600 may have been paid for their care.
If less than $600 was paid, then only the amount actually
spent is deductible.
(2) A working wife will be allowed the deduction
only if she files a joint return with her husband. If their
combined adjusted gross income is more than $4,500, the
excess over $4,500 will reduce the deduction for child care
expenses. Thus, if they have a combined adjusted gross
income of $5,100 or more, they lose the deduction. However, if the husband is incapable of self-support because
he is mentally or physically defective, the joint-return and
$4,500 limitations do not apply. A woman is not "married"
if she is divorced or separated from her husband under a
decree of separate maintenance at the close of the taxable
year, and under such circumstances the limitations in this
paragraph do not apply.
(3) The care of the child or children must be for the
purpose of enabling the taxpayer to be gainfully employed.
(4) The expenses must be paid in the year in which
they are incurred.
(5) Payments to a relative for caring for the child
qualify as long as the taxpayer is not permitted the dependency deduction for the relative. For example, if a
widower pays his mother $500 to look after his children
during the year, and he furnishes more than one-half of
his mother's support and is allowed her dependency deduction, he cannot deduct the $500 as child-care expense.
(6) The child must be the taxpayer's son, stepson,
daughter or stepdaughter, and must be under twelve years
of age. If any dependent is physically or mentally incapable of self-care, expenses paid for his or her care for the
purpose of enabling the taxpayer to be gainfully employed are deductible.
(7) A divorced or separated mother may claim the
child-care deduction even though the father supports the
child and claims the $600 dependency deduction.
(8) Amounts which are actually deducted as childcare expenses cannot also be treated as medical expenses
(as provided by Section 213).
(9) Child-care expenses cannot be deducted if the
taxpayer elects to use the standard deduction.
Only those expenses incurred up to the time the child reaches
the age of twelve will be deductible. If a taxpayer is gainfully
employed during only part of the time during which the child is
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cared for, only a proportionate amount of the expense is deductible.
The following are a few examples to illustrate these points:
(1) W, a widow, pays $60 per month for the care of
her son in order that she may work. The son, who attends
school, was twelve years old on June 1 of the taxable year.
W paid $300 for his care from January 1 to June 1, and
$420 for his care during the rest of the year. Only $300 is
deductible.
(2) Taxpayer, a widow, places her four-year-old son
in a nursery school on January 2, 1954. She pays $50 per
month for his care during the entire year. Taxpayer actually works during only three months of 1954. Only $150
of the child-care expenses can be deducted. If the taxpayer
spent part of the time actively job-hunting, the child-care
expense attributable to such period also would be deductible. In such case, the purpose of the child care also
would be to enable the taxpayer to be gainfully employed.
(3) Taxpayer, a widow, takes her three-year-old
daughter to a nursery school at 7 a.m. each morning from
Monday to Friday, and picks her up at 5 p.m. Taxpayer
works from 8 a.m. to 12 noon during each of those days.
She pays $10 a week for the care of the child. Since taxpayer works only half days, only the proportion of the
child-care expense allocable to such period can be deducted. Such period is 7 a.m. to noon, or one-half of the
time spent by the child in the nursery school. Consequently, one-half of the $10 weekly cost, or $5 per week, is
deductible.
(4) W, a widow, who works full time, employs a
housekeeper for $25 per week. The housekeeper does the
cooking, housework and laundry, and looks after W's children, one six and the other fourteen, both of whom attend
school. Assume that one-half of the housekeeper's time is
spent looking after the children. Of the annual wages of
$1,300, therefore, one-half or $650 is allocable to care of
the children to enable W to be gainfully employed. The
maximum deduction, however, is $600. The Report of the
Ways and Means Committee states that W will be allowed
to deduct $600 under the foregoing circumstances, even
though one child is over twelve. According to the report,
after a portion of the housekeeper's wage is allocated to
child care, it will not be further allocated between the children under twelve years of age and those who are twelve
or older.
This new provision which becomes effective for taxable years
beginning after December 31, 1953, was adopted for the reason
that it was recognized that a widow, a widower, or low-income
families with small children must incur child-care expenses in

March, 1955

DICTA

order to earn a living and that, in fact, such expenses are comparable to an employee's business expenses. As a side light, the
Senate Finance Committee report estimates that this new provision
will reduce revenues in the 1955 fiscal year by $130 million. I made
no attempt to estimate the number of widows and widowers with
children we must have in this country to cause such an anticipated
loss in revenue.
213
This section, while similar in theory to that contained in the
1939 Code, also provides for some radical changes designed to
afford additional tax relief to taxpayers who elect to itemize
deductions. Except for a taxpayer or his spouse who has attained
the age of sixty-five before the close of the taxable year, the allowance for medical expenses has been increased by permitting taxpayers to deduct medical expenses in excess of 3 per cent of adjusted
gross income. This is tantamount to an increased medical expense
allowance equal to 2 per cent of adjusted gross income since prior
law limited the deduction to an amount which exceeded 5 per cent
of adjusted gross income. This 3 per cent limitation does not apply
if either the taxpayer or his spouse has attained the age of 65 before the close of the taxable year. Such taxpayers may claim as a
deduction all medical expenses paid during the taxable year, except
that the 3 per cent limitation does apply to dependents of such
taxpayers. However, in computing medical expenses, a taxpayer,
regardless of age, can take into account amounts paid for medicine
and drugs only to the extent that they exceed 1 per cent of adjusted
gross income. The Senate Finance Committee report states that
the amount paid for medicine and drugs includes those purchased
without a prescription but makes it crystal clear that medicines
and drugs do not include expenditures for toiletries and sundry
items.
MEDICAL, DENTAL, ETC., EXPENSES-SECTION

Example
Taxpayer under 65 has adjusted gross income for
1954 of $6,000. During the year, he paid a doctor $300 and
paid a $100 hospital bill. He also spent $100 for medicine
and drugs. His medical expenses deduction will be computed as follows:
Medicine and drugs (excess of $100 over
1% of $6,000) ------------------------------------------------$ 40
Doctor ---------------------------------------------------------300
Hospital ---------------------------------------------------------100..............
100
Total medical expenses (none of which is compensated by insurance or otherwise) --------- 440
Amount not deductible (3% of $6,000) -----------------------180
Medical expense deduction ----------------------------------------$260
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If this taxpayer were 65 or over and none of the medical
expenses were attributable to his dependents other than his
spouse, the entire $440 would constitute his medical deduction,
since in this case the 3 per cent limitation would not apply. Please
note again, however, that the 1 per cent of adjusted gross limitation for medicine and drugs applies regardless of age.
The maximum medical expense deduction per exemption
claimed on a return has been doubled from $1,250 to $2,500. Furthermore, the over-all limitations on medical deductions have been
doubled for separate and joint returns and actually quadrupled
for the return of the head of a household. These new limitations
are $5,000 on a separate return and $10,000 on a joint return, a
return of a surviving spouse and a return of the head of a household.
Section 213 defines medical care to mean amounts paid for
the diagnosis, cure, mitigation, treatment, or prevention of disease
or for the purpose of affecting any structure or function of the
body (including amounts paid for accident or health insurance),
or for transportation primarily for and essential to such medical
care. The deduction permitted for "transportation primarily for
and essential to medical care" clarifies prior law in that it specifically excludes deduction of any meals and lodging (unless included
in a hospital bill) while away from home receiving medical treatment.
Example
A lives in Chicago. His doctor prescribes an appendectomy. A travels to California in order to have the operation performed there. The cost of transporting A to California is not a medical expense, because, although he may
have gone there "primarily" for medical care, the trip was
not "essential" to medical care. The operation could as
well have been performed in Chicago. The transportation
must be both "primarily for and essential to medical
care." This feature will now make it rather difficult to
take "vacation" travel as a medical expense.
On the other hand, if a doctor prescribes that a patient must go to Florida in order to alleviate specific
chronic ailments and to escape unfavorable climatic conditions which have proven injurious to the health of the
taxpayer, and the travel is prescribed for reasons other
than the general improvement of a patient's health, the
cost of the patient's transportation to Florida would be
deductible but not his living expenses while there.
Section 213 makes a further amendment to prior law providing that expenses for the medical care of the decedent paid out
of his estate within one year from the date of his death shall be
treated as paid by the decedent at the time such expenses were
incurred. This provision permits, upon payment of such expenses
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by the estate within one year from the date of decedent's death,
the deduction of the amounts paid in the year in which they were
incurred by the decedent. While in the normal case this will be in
the taxable year for which decedent's last return is filed, it will
also permit the filing of an amended return or claim for refund
for a year with respect to which a refund or deficiency is not
barred by the statute of limitations.
Example
In 1953, A incurred but did not pay doctor and hospital bills totaling $400 for personal medical treatment.
He filed his return for the calendar year 1953 on March
15, 1954, and paid the tax shown to be due. A dies in January, 1955, without having paid the doctor and hospital
bills. His estate pays them in March, 1955. An amended
return (or refund claim) can be filed for 1953, and the
allowable medical expenses can be deducted in that year,
prior to expiration of the statute of limitations, ordinarily
three years from the due date of the return, which in this
case was March 15, 1954.
It should be noted that this new deduction is not permitted
where the amount so paid is also allowable in computing the net
estate of the decedent for estate tax purposes, unless a statement
is filed that the deduction has not been claimed or allowed for
estate tax purposes, together with a waiver of the right to claim
such as an estate tax deduction. It should also be noted that the
allowance of a deduction of a decedent's medical expenses in the
year in which they are incurred applies only to the expenses incurred for the deceased taxpayer himself and not to medical
expenses which a decedent may have incurred on behalf of a dependent. The statute expressly provides such treatment only for
"expenses for the medical care of the taxpayer."
As pointed out before, medical expense allowed as child-care
expense under Section 214 may not be treated as an expense paid
for medical care.
These changes are also effective with respect to taxable years
beginning after December 31, 1953.
170
The major change from prior law governing the allowance
of charitable contributions paid by taxpayers who elect to itemize
deductions is the increase of the permissible maximum allowance
from 20% to 30% of adjusted gross income, provided that at least
10% of adjusted gross income represents gifts and contributions
made to churches, educational organizations, and hospitals. Such
charitable contributions must be paid to such organizations and
not just for the use of those organizations. Accordingly, payments
to a trust for the benefit of such organizations would not qualify
under this special rule. In other words, the additional allowance is
CHARITABLE, ETC., CONTRIBUTIONS AND GIFTS-SECTION
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not a general increase but a special increase which will have to
be considered separately, as follows:
A's adjusted gross income for 1954 is $15,000. During
the year, he made the following gifts: State University,
$2,000; First Baptist Church, $500; other qualifying contributions to Red Cross, Community Chest, etc., totaling
$2,200. His allowable deductions for charitable contributions are computed as follows:
Under 10% limitation:
State University ---------------------------------------------- $2,000
First Baptist Church ---------------------------------------- 500
2,500
10% of $15,000 ------------------------------------------------ 1,500
Balance, to be deducted under the 20% limitation ---$1,000
Other qualifying contributions -------------------------2,200
Total contributions under 20% limitation -------------. 3,200
20% of $15,000 ------------------------------------------------ 3,000
Excess, or nondeductible, contributions ----------------$ 200
As you can see from this illustration, the amount allowable
under the 10% limitation is $1,500 and the amount allowable under
the 20% limitation is $3,000, making a total allowance of $4,500
or 30% of adjusted gross income of $15,000. This is so because in
this illustration the taxpayer actually paid $2,500, or more than
10% of the adjusted gross income of $15,000, to the specific qualifying organizations, in this case the church and the university.
Using this same set of facts, except assume that $750 had been
paid to the State University and the balance of $3,950 in contributions paid to other charitable organizations, the maximum allowance would be $3,750, or only 25% of adjusted gross income, as
follows:
Allowable
Total
Deduction
Under 10% limitation:
State University ---------------------------$ 750
10% of $15,000 adjusted
gross income ------------1,500
750
Under 20% limitation:
Other charitable contributions ....
3,950
20% of $15,000 adjusted
gross income ------------------------- 3,000

3,000

Total Charitable Contribution Deduction ------------$3,750
This additional 10% allowance was actually designed to provide
an incentive to contribute larger amounts to churches, educational
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institutions and hospitals to counteract their rising costs and relatively low rate of return from endowment funds.
No limit on charitable contributions is imposed when the
combination of the taxpayer's contributions and income taxes in
the current year and eight of the preceding ten years equals 90%
or more of his taxable income. Prior law contained a similar provision providing for the use of the current year and each of the
ten preceding years in making this determination. That's real
leniency for you.
Under prior law, the net operating loss carry-back could cause
a reduction in the charitable contribution deduction in the prior
year due to the reduction in the adjusted gross income of that
earlier year. Section 170 now contains a provision eliminating the
necessity for considering the carry-back in computing adjusted
gross income for the purpose of applying the following limitations:
(1)
(2)

The regular 20% limitation on contributions.
The special 10% limitation on contributions.

Likewise, Section 170 also eliminates the necessity for considering
the net operating loss carry-back in computing the taxable income
for the purpose of applying the 90% rule of unlimited deductions
for certain individuals as well as determining taxable income for
the purpose of applying the 5% contribution limitation upon corporations.
Another new provision of Section 170 denies a deduction for
certain charitable contributions or gifts which represent interest
in property transferred to a trust after March 9, 1954. This paragraph operates if the grantor has a reversionary interest in the
corpus or income for which a deduction would otherwise be allowable and at the time of transfer the value of the reversionary interest exceeds 5% of the value of such property.
Still another new provision of this section permits a deduction
for contributions to certain non-profit cemetery companies. Such
a company must be owned and operated exclusively for the benefit
of its lot owners who hold such lots for bona fide burial purposes
and not for purposes of resale.
The new law defines "charitable contributions" in about the
same way as the old law except certain minor changes were made
to eliminate obsolete material and to obtain clarity and uniformity
with respect to the types of contributions allowed as deductions
by individuals and corporations. All of these changes, except contributions of interest in property transferred after March 9, 1954,
become effective with respect to taxable years beginning after
December 31, 1953.
Since the matter of contributions affecting corporations will
be covered in another paper, I will not go into that phase here,
other than to state that the 5% limitation has been retained and
corporations have been granted a two-year carry-over privilege
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to absorb excess contributions. This carry-over provision of excess
contributions is not available to individuals.
CERTAIN AMOUNTS PAID IN CONNECTION WITH
INSURANCE CONTRACTS-SECTION 264

Section 264 contains certain provisions not in prior law. As
you know, under prior law, there was a prohibition regarding the
interest deduction in the case of indebtedness, incurred or continued, to purchase a single-premium life insurance or endowment
contract. Likewise, under prior law, if substantially all the premiums on a life insurance or endowment contract were paid within
four years from the date the contract was purchased, the interest
applicable to funds borrowed to pay the premiums was not an
allowable deduction. Provisions have now been made in Section
264 to extend these disallowances of interest on indebtedness incurred to purchase single-premium annuity contracts as well as
single-premium life insurance or endowment contracts; and to
provide for the denial of interest deductions, where, in lieu of the
payment of a substantial number of premiums within four years
from the date of the contract, the purchaser deposits borrowed
funds with the insurance company for the payment of future
premiums. Both of these extended provisions apply only to deposits made after March 1, 1954. These new provisions were designed to curb tax avoidance schemes widely merchandised by certain insurance people in recent years and alleged to be very attractive to people in high income tax brackets because of the tax
savings resulting from the interest deduction. Since the passage of
the Revenue Code of 1954, I have seen at least one new scheme
designed to qualify the interest on the indebtdness as deductible
through the rather simple maneuver of increasing premiums to
such an extent that annual premium amounts can be borrowed
against the accelerated increase in cash values. This contract
further provides that the amount payable upon death is the face
amount of the policy plus the accumulated cash value which is
invariably equal to the loan, permitting its extinguishment, leaving
the beneficiary the face amount of such policy. If interest on such
a policy can be deductible under this new law, it appears to me
that it is only a matter of time until amendments will be made to
the 1954 code to eliminate the interest deduction applicable to any
of these further tax avoidance schemes.
INTEREST-SECTION

163

Subsection (a) of Section 163 continues the deduction for
interest contained in Section 23(b) of the 1939 code. Under prior
law administration practice has denied any deduction for carrying
charges on installment purchases unless the interest factor were
separately stated. Subsection (b) of Section 163 now provides for
the deduction of certain carrying charges as interest in the event
the interest charge cannot be ascertained. Whenever there is a
contract for the purchase of personal property on an installment
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plan and there is a stated carrying charge, finance charge, service
charge or the like, a portion of the charge may be treated as if it
were interest. The amount of the interest deduction is computed
by taking 6% of the sum of the unpaid balances under the contract
at the beginning of each month beginning in the taxable year and
dividing by 12. This can be illustrated as follows:
Taxpayer buys a television set on June 8, 1954, for
$301, plus an additional carrying charge of $24, payable
$25 down and the balance in twelve equal installments due
on the first day of each month. Assuming that taxpayer is
on the cash and calendar-year basis and that he makes no
other installment purchases in 1954, the portion of the
carrying charge deductible as interest is computed as follows:
Unpaid balance and carrying charge outstanding:
January to June ------..................--------------------$
0.00
July 1 ($325 m inus $25) -------------------------------300.00
A u g ust 1 -------------------------------------..------------2 7 5 .0 0
September 1 ------------.............-------------------------250.00
October 1 -------------------..........----------------------------225.00
November 1 -------------------------------------------------200.00
December 1 -------------------------------------------------175.00
Sum of unpaid balances ---....................------------------$1,425.00
Average unpaid balance ($1,425 divided by 12) $ 118.75
Interest deduction (6% of $118.75) ----------$
7.13
The portion of the carrying charge deductible as interest cannot exceed the total carrying charges allocable to the taxable year.
Assume the same facts as in the example above. The
$24 carrying charges are allocable to a twelve-month
period at the rate of $2 per month, so that the amount
allocable to July-December is $12. Since the interest computed above is less than the $12 in carrying charges allocable to the last half of 1954, the full $7.13 can be deducted.
In computing the amount to be treated as interest if the obligation to pay is terminated as, for example, in the case of a repossession of property, the unpaid balance will be zero.
This new provision does not affect the treatment of amounts
of interest which are separately stated or definitely ascertainable
and hence deductible under the general rules of subsection (a).
Interest deductible as business expense or as expenses paid or
incurred for the production of income are also unaffected by this
new provision.
This change is effective with respect to taxable years beginning after December 31, 1953. Accordingly, payments during such
taxable years will be subject to this new treatment without regard
to the date of the contract of sale.
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BAD DEBTS-SECTION 166
The 1939 code provisions relating to the allowance of a deduction for worthless debts, the basis for determining the amount
of the deduction, and the permission to use a reserve for bad debts
are all retained in Section 166 without any substantive changes.
However, subsection (d) of Section 166 relating to non-business
bad debts of taxpayers other than corporations contains one important change which was not in prior law at Section 23(k) (4).
Non-business bad debts continue to be treated as short-term capital
losses. In addition to specifically excluding from the definition of
non-business bad debts those debts which become worthless in the
course of the trade or business of the taxpayer, a second specific
exclusion has been added. Under this added provision, a debt which
is either created in the course of the trade or business of the taxpayer or is acquired by him in the course thereof without regard
to the relationship of the debt to a trade or business of the taxpayer at the time that debt becomes worthless shall not be treated
as a non-business bad debt. Such a debt is a business bad debt under
the new law, and, therefore, is deductible in full rather than as a
short-term capital loss.
An entirely new provision relating to the tax treatment of
losses by guarantors of certain non-corporate obligations has been
added by subsection (f) of Section 166. This sub-section allows a
deduction for the loss suffered by a non-corporate taxpayer
through payment during the taxable year of all or part of his
obligation as a guarantor, endorser or indemnitor of a non-corporate obligation. In order to obtain an ordinary loss, the taxpayer
must establish that the proceeds of the loan were used in the trade
or business of the borrower and that the obligation of the borrower, to the person to whom the taxpayer made payment in discharge of his guarantor's obligation, was worthless at the time of
such payment without regard to the guaranty, endorsement, or
indemnity. These changes are effective with respect to taxable
years beginning after December 31, 1953.
Worthless securities are not a part of Section 166 but continue
to be treated as a loss from the sale of a capital asset on the last
day of the taxable year under Section 165 of the new code.
171
This section corresponds to Section 125 of the 1939 code, providing a deduction for the amortization of bond premium by the
holder of a bond. Under prior law the premium could, at the election of the taxpayer, be amortized to maturity, or the date on which
the bond was first callable. Thus, in the case of a $100 bond which
on
was purchased for $110 and which was callable
days notice, that part of the premium which represents the difference between the purchase and the call price, or $5, could be amortized in a single year. The congressional committees felt that this
was a loophole which should be stopped and, accordingly, Section
171 of the new law provides a limitation on the right to amortize
AMORTIZABLE BOND PREMIUM-SECTION

March, 1955

DICTA

the bond premium to the earlier call date. Under this limitation,
if the earlier call date is a date not more than three years after
date of issuance of the bond, the premium must be amortized to
the date of maturity of the bond. This provision has been made
applicable only with respect to bonds issued after January 22, 1951,
and acquired by the taxpayer after January 22, 1954. The requirement for amortization to maturity is limited to fully taxable bonds.
In addition, if an amortizable bond is called before maturity, the
taxpayer may deduct from ordinary income, in the year the bond
is called, the unamortized bond premium. The deduction cannot
exceed an amount equal to the excess of the adjusted basis of the
bond at the beginning of the taxable year over the amount received on redemption or payable on maturity, if more than the
redemption price. The effect of this provision is illustrated as
follows:
Taxpayer owns a wholly taxable bond issued January
1, 1954, and acquired January 1, 1955. He paid $109 for
the bond which matures in ten years from date of issue or
nine years from date of acquisition. The bond is callable at
$105 upon thirty days notice. The bond is called December
31, 1956, for $105.
C ost 1 / 1 / 5 5 ------------------..---------------------------------$ 1 09
Am ortization- year 1955 ----------------------.....................
1
Adjusted basis 1/1/56 ------------------ _----------------------108
Call price 12/31/56 .....----------------------------------------------105
Amount of unamortizable premium which may be deducted against ordinary income in 1955 ----------- $ 3
In addition to these changes the definition of a bond now eliminates
the requirement that the instrument must have attached interest
coupons or be in registered form.
In the case bonds are held by an estate or trust, the election
shall be exercised only by the fiduciary. With respect to bonds held
by a partnership, the election is exercisable only by the partnership.
EXPENSES FOR PRODUCTION OF INCOME--SECTION

212

In the case of an individual, there shall be allowed as a deduction all the ordinary and necessary expenses paid or incurred
during the taxable year
(1) for the production or collection of income;
(2) for the management, conservation, or maintenance of
property held for the production of income; or
(3) in connection with the determination, collection, or refund of any tax.
Paragraphs (1) and (2) correspond to Section 23 (a) (2) of
the 1939 code while Paragraph (3) is new. The new provision, effective with respect to taxable years beginning after December
31, 1953, is designed to permit the deduction by an individual for
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legal and other expenses paid or incurred in connection with a
contested tax liability, whether the contest be federal, state or
municipal taxes, or whether the tax be income, estate, gift, property, etc. Any expenses incurred in contesting any liability collected as a tax or as part of the tax will be deductible. Because of
the tax relief involved, this provision may encourage litigation of
many nuisance-tax assessments.
AMOUNTS REPRESENTING TAXES AND INTEREST PAID TO
COOPERATIVE HOUSING CORPORATION-SECTION 216

This section re-enacts, in revised form, Section 23(z) of the
1939 code, which in effect allowed tenant-stockholders in a cooperative apartment corporation the same deductions for property
taxes and interest available to a homeowner. This provision has
been extended in Section 216 to allow this same treatment of an
allowance for a proportionate share of property taxes and interest
to stockholder-tenants in a cooperative development of homes and
is effective with respect to taxable years beginning after December
31, 1953.
PREAMBLE
"In America, where the stability of Courts and of all departments of government rests upon the approval of the people, it is
peculiarly essential that the system for establishing and dispensing
Justice be developed to a high point of efficiency and so maintained
that the public shall have absolute confidence in the integrity and
impartiality of its administration. The future of the Republic, to a
great extent, depends upon our maintenance of Justice pure and
unsullied. It cannot be so maintained unless the conduct and the
motives of the members of our profession are such as to merit the
approval of all just men.
No code or set of rules can be framed, which will particularize
all the duties of the lawyer in the varying phases of litigation or
in all the relations of professional life. The following canons of
ethics are adopted by the American Bar Association as a general
guide, yet the enumeration of particular duties should not be construed as a denial of the existence of others equally imperative,
though not specifically mentioned.
CANON 1.

THE DUTY OF THE LAWYER TO THE COURTS.

It is the duty of the lawyer to maintain towards the Courts a
respectful attitude, not for the sake of the temporary incumbent
of the judicial office, but for the maintenance of its supreme importance. Judges, not being wholly free to defend themselves, are
peculiarly entitled to receive the support of the Bar against unjust
criticism and clamor. Whenever there is proper ground for serious
complaint of a judicial officer, it is the right and duty of the lawyer
to submit his grievances to the proper authorities. In such cases,
but not otherwise, such changes should be encouraged and the
person making them should be protected."

March, 1955

DICTA

Notes From The Secretary
As mentioned on a previous page, this issue inaugurates a new
policy in the publication of DICTA. It is the first bi-monthly issue
to be published.
If you have read this far without laying aside the publication,
you should realize that this is a new "twist" also. In each issue a
few pages have been set aside for the use of the Secretary. From
time to time we will publish Committee reports, opinions of the
Attorney-General, the Canons of Ethics, book reviews, and other
items of interest. We are also planning a limited classified section
for situations wanted, books for sale, etc. It is not necessarily intended as a supplement to the Newsbulletin, but will include items
that are not deemed appropriate for that publication.
I hope that you will feel the "Notes" to be a necessary inclusion
in DICTA, and I certainly welcome any suggestions or criticisms
you may wish to make concerning them.
On the previous page you will notice the publication of the
Preamble and Canon 1 of the Canons of Professional Ethics. These
Canons were adopted by the American Bar Association in 1908.
The Canons, as amended, were adopted by the Supreme Court of
Colorado in 1953. They are the standards of conduct which govern
your profession and should be diligently read and studied periodically. We will publish one or more of them in each issue.
Some problems that have arisen recently under the Canons
involve Canon 27-Advertising, Direct or Indirect. The Ethics and
Grievances Committees of both The Denver and Colorado Bar
Associations are somewhat disturbed with the individual interpretations of this canon and have had to reprimand various attorneys
and firms for its violation. Any practice you think might be questionable probably is. So if you have any questions, don't hesitate
to call or write the Committee for an opinion.
The Bar Association office has received some complaints concerning the Dicta index. This index was prepared, printed, and is
being distributed by the University of Denver College of Law.
They are attempting to satisfy all requests as soon as possible.
Although some of you have probably waited an undue length of
time since putting in your order, I have been assured that the
situation is being corrected and that you will receive your copy in
the mail by April 1.
P.S. Richard Dittemore of Julesburg is looking for a used legal
form cabinet with 20 or 25 trays. If you know of one for sale,
I am sure he would be happy to receive the information.
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APPROVED LAW LISTS
The following publishers of law lists and legal directories have
received certificates of compliance from the Standing Committee
on Law Lists of the American Bar Association for their 1954
editions.
COMMERCIAL LAW LISTS
A. C. A. List, Associated Commercial Attorneys List, 165 Broadway, New York 6, New York.
American Lawyers Quarterly, The American Lawyers Company,
1712 N.B.C. Building, Cleveland 14, Ohio.
B. A. Law List, The B. A. Law List Company, 414 Colby-Abbot
Bldg., 759 No. Milwaukee St., Milwaukee 2, Wis.
Clearing House Quarterly, Attorneys National Clearing House Co.,
1645 Hennepin Avenue, Minneapolis 3, Minnesota.
The Columbia List, The Columbia Directory Company, Inc., 320
Broadway, New York 71 New York.
The Commercial Bar, The Commercial Bar, Inc., 521 Fifth Avenue, New York 17, New York.
C-R-C Attorney Directory, The C-R-C Law List Company, Inc.,
50 Church Street, New York 7, New York.
Forwarders List of Attorneys, Forwarders List Company, 38
South Dearborn Street, Chicago 3, Illinois.
The General Bar, The General Bar, Inc., 36 West 44th Street,
New York 36, New York.
The International Lawyers, International Lawyers Company, Inc.,
33 West 42nd Street, New York 18, New York.
The National List, The National List, Inc., 75 West Street, New
York 6, New York.
Rand McNally List of Bank Recommended Attorneys, Rand McNally & Company, P. 0. Box 7600, Chicago 80, Illinois.
Wright-Holmes Law List, Wright-Holmes Corporation, 225 West
34th Street, New York 1, New York.
GENERAL LAW LISTS
American Bank Attorneys, American Bank Attorneys, 18 Brattle
Street, Cambridge 38, Massachusetts.
The American Bar, The James C. Fifield Company, 121 West
Franklin, Minneapolis 4, Minnesota.
The Bar Register, The Bar Register Company, Inc., One Prospect
Street, Summit 1, New Jersey.
Campbell's List, Campbell's List, Inc., 905 Orange Avenue, Winter
Park, Florida.
The Lawyers Directory, The Lawyers Directory, Inc., 17 South
High Street, Columbus 15, Ohio.
The Lawyers' List, Law List Publishing Company, 111 Fifth Avenue, New York 3, New York.
Russell Law List, Russell Law List, 10 East 40th Street, New York
16, New York.
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GENERAL LEGAL DIRECTORY
Martindale-Hubbell Law Directory, Martindale-Hubbell, Inc., One
Prospect Street, Summit 1, New Jersey.
INSURANCE LAW LISTS
Best's Recommended Insurance Attorneys, Alfred M. Best Company, Inc., 75 Fulton Street, New York 38, New York.
Hine's Insurance Counsel, Hine's Legal Directory, Inc., 38 South
Dearborn Street, Chicago 3, Illinois.
The Insurance Bar, The Bar List Publishing Company, State Bank
Building, Evanston, Illinois.
The Underwriters List, Underwriters List Publishing Company,
308 East Eighth Street, Cincinnati 2, Ohio.
PROBATE LAW LISTS
Sullivan's Probate Directory, Sullivan's Probate Directory, Inc.,
84 Cherry Street, Galesburg, Illinois.
STATE LEGAL DIRECTORIES
The following state legal directories published by The Legal
Directories Publishing Company, 1072 Gayley Avenue, Los Angeles 24, California:
Arkansas-Louisiana Legal Di- Mountain States Legal Direcrectory
tory (for the States of ColoCarolinas and Virginias Legal
rado, Idaho, Montana, New
Directory
Mexico, Utah and Wyoming)
Florida-Georgia Legal Directory New York Legal Directory
Illinois Legal Directory
Ohio Legal Directory
Indiana Legal Directory
Oklahoma Legal Directory
Iowa Legal Directory
Pacific Coast Legal Directory
Kansas Legal Directory
(for the States of Arizona,
Kentucky-Tennessee Legal DiCalifornia, Nevada, Oregon
rectory
and Washington)
Minnesota, Nebraska, North Pennsylvania Legal Directory
Dakota and South Dakota Le- Texas Legal Directory
gal Directory
Wisconsin Legal Directory
Missouri Legal Directory
FOREIGN LAW LISTS
Canadian Credit Men's Commercial Law and Legal Directory,
Canadian Credit Men's Trust Association, Ltd.. 12 Berryman
St., Toronto 5, Ontario, Canada.
Canadian Law List. Cartwright & Sons, Ltd., 2081 Yonge St.,
Toronto 12, Ontario, Canada.
Butterworth's Empire Law List, Butterworth & Co. (Publishers),
Ltd., 88 Kingsway, London, W. C. 2, England.
The International Law List, L. Corper-Mordaunt & Company, Pitman House, Parker Street, London, W. C. 2, England.
Kime's International Law Directory, Kime's International Law
Directory, Ltd., 4 New Zealand Avenue, London, E. C. 1,
England.
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